Balance of Payments: Australia





1. Current account balance in current US$ and as a percentage of nominal GDP





Year�
Current Account Balance


(US dollars, million)�
Current Account Balance


(per cent of nominal GDP)�
�
1990�
-14,531�
-4.9�
�
1991�
-9,592�
-3.2�
�
1992�
-10,220�
-3.5�
�
1993�
-10,053�
-3.5�
�
1994�
-16,808�
-5.2�
�
1995�
-19,317�
-5.5�
�
1996(a)�
-14,721�
-3.9�
�
(a) Based on our estimates for final quarter of 1996.





2. Financing of current account deficit. 





There are three tables. The first contains numbers expressed in AUS dollars million. The second contains numbers expressed in US dollars million. The third contains numbers expressed as a percentage of GDP. Note that there are no official statistics that comprehensively show the shares of short-term and long-term financing.





Table 2a: Capital Account Statistics in AUS dollars million


Year�
Private


(Aus $ million)�
Government


(Aus $ million)�
Private Portfolio


(Aus $ million)�
Private Direct


(Aus $ million)�
Balancing item(b) (Aus $ million)�
�
1990�
17342�
-2743�
9374�
7968�
3999�
�
1991�
7527�
6241�
6194�
1333�
-1456�
�
1992�
4834�
10870�
-647�
5481�
-1805�
�
1993�
4472�
10622�
2668�
1804�
-312�
�
1994�
5482�
10760�
6058�
-576�
6729�
�
1995�
21897�
2870�
7765�
14132�
1284�
�
1996(a)�
20565�
-4464�
15707�
4858�
2661�
�
Based on our estimates for final quarter of 1996.


Balancing item+balance on current account+balance on capital account = 0.


Table 2b: Capital Account Statistics in US dollars million


Year�
Private


(US $ million)�
Government


(US $ million)�
Private Portfolio


(US $ million)�
Private Direct


(US $ million)�
Balancing item(b) (US $ million)�
�
1990�
13549�
-2143�
7324�
6225�
3124�
�
1991�
5864�
4862�
4826�
1039�
-1134�
�
1992�
3554�
7993�
-475�
4030�
-1327�
�
1993�
3041�
7224�
1815�
1227�
-212�
�
1994�
4011�
7873�
4433�
-421�
4924�
�
1995�
16237�
2128�
5758�
10479�
952�
�
1996(a)�
16135�
-3502�
12324�
3812�
2088�
�



Table 2c: Capital Account Statistics as percentages of GDP


Year�
Private


(%GDP)�
Government


(%GDP)�
Private Portfolio


(%GDP)�
Private Direct


(%GDP)�
Balancing item(b) (%GDP)�
�
1990�
4.6�
-0.7�
2.5�
2.1�
1.1�
�
1991�
2.0�
1.6�
1.6�
0.4�
-0.4�
�
1992�
1.2�
2.7�
-0.2�
1.4�
-0.5�
�
1993�
1.1�
2.5�
0.6�
0.4�
-0.1�
�
1994�
1.2�
2.4�
1.4�
-0.1�
1.5�
�
1995�
4.7�
0.6�
1.7�
3.0�
0.3�
�
1996(a)�
4.1�
-0.9�
3.2�
1.0�
0.6�
�






3. What is the driving force for change





	With the benefit of hindsight, we can identify periods in Australia’s past where one of either the capital or the current account has been the driving forces in the balance of payments. For example, in the second half of the 1980s Australia experienced comparatively violent oscillations in its capital account balance as investors adjusted to conditions of high capital mobility arising from the opening up of capital markets. During much of this period, the capital account was clearly driving the current account.





	In recent years, however, the situation is less clear. At times, through fluctuations in the terms of trade, the current account has initiated change. At other times, through policy induced changes in official interest rates, the capital account has been the instigator. 





	If forced to make an assessment of the present situation, I would identify the current account as the driving force because of changes in the terms of trade. However, some would argue that the Government’s effort to reduce its budget deficit makes the capital account the catalyst. 





	The long-run situation is less ambiguous. Over the long run, Australia’s capital account is likely to lead the current account because of a fundamental imbalance between savings and investment. Due to its rich resource base, real rates of return in Australia are likely to be relatively high over the long term, encouraging strong investment growth. The additional investment is unlikely to be funded from domestic savings because of our small population.





Is the present situation sustainable?





[Here I draw freely on a number of sources, of which the main one is Makin, A.J. (1989), “Is the Current Account Deficit Sustainable”, The Australian Economic Review’, 2nd Quarter. Tony is the Australian contributor to the Structural Issues component of the PEO.]





Background





	After very large current account surpluses in the early 1970s brought about by the so-called great commodity boom, the current account balance/GDP ratio deteriorated steadily through to the second half of the 1980s. Since then, the deteriorating trend has shown signs of having been arrested, albeit with sharp oscillations due to cyclical developments in Australia and elsewhere. Over the past ten years, the net income deficit has steadily increased (mainly due to interest payments on foreign borrowing), preventing the current account balance from returning to surplus. Currently, almost all of the current account deficit is due to the net income deficit.





Is it sustainable?


	According to the Federal Treasury the answer is no. To quote from a recent press release “This Government is unequivocally committed to pursuing the strategy necessary to achieve a lasting turnaround in our current account and external debt imbalances, as a nation we must never lose sight of the fact that both are unsustainably high.” Statements like these tend to be self-fulfilling. Based on such statements, foreign investors may not be as willing as before to fund Australian investment. Speculative activity and a weakening of capital inflow could drive the exchange rate down and a risk-premium could be demanded on loans to offset expectations of future depreciation. “Creditworthiness” then becomes a constraint on economic growth. 





	However, despite the official rhetoric, very few economists view the current situation as unsustainable. The situation becomes truly unsustainable only when domestic savings become negative, that is





	Consumption (private plus public) > National disposable income 





Under these circumstances, Australia would be living dangerously for then it would be accumulating liabilities to finance its excess consumption over disposable income. Only once in recent times (1982-83) did Australia’s CAD approach a level whereby Australia’s savings were negative. Even then it was not seen necessarily as a problem since the situation was perceived as temporary (a combination of drought, a fall in the terms of trade, and a large increase in real wages).





	Our assessment of the present situation is also positive. Although some of the recent deficits have been high, they have been under the sustainable limit described above. Over recent years, real interest rates have matched overseas rates in terms of both level and movement, suggesting that any risk premium is relatively small and not increasing. The situation appears equally positive for the future, with several policy initiatives being put in place to encourage greater private and public saving. Another positive factor is the likely continuation in the trend towards foreign equity investment and away from foreign 
